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Accounting Terminology 


This portion of the Dictionary includes 
all of the vocabulary words that appeared 
in Glencoe Accounting, First Year 
Course, and Advanced Course. It also 
contains other useful accounting terms. 


A 


Accelerated Cost Recovery System 
(ACRS). A depreciation method, estab- 
lished by Congress and used for federal 
income tax purposes, in which a plant 
asset’s cost is written off over a specified 
number of years depending on the class 
into which it falls. 


Account. A record of the increases and 
decreases in and the balance for a specific 
item, such as supplies. 


Account balance. The difference 
between the total debits and the total 
credits in an account. 


Account form. A format used for the 
balance sheet in which the assets are 
listed on the left side and the liabilities 
and ownership equity are listed on the 
right side. 


Accountant. A person who handles a 
broad range of jobs related to the making 
of choices and decisions about the design 
of a business’s accounting system and 
the preparation and explanation of 
financial reports. 


Accounting. The process by which 
financial information about a business is 
recorded, classified, summarized, and 
interpreted; and then communicated to 
owners, managers, and other interested 
parties. 


Accounting clerk. An entry-level job 
that can vary with the size of the com- 
pany from specialization in one part of 
the system to a wide range of recordkeep- 
ing tasks. 


Accounting cycle. The activities a 
business completes within a fiscal period 
to keep its accounting records in order, to 
summarize financial data, and to produce 
needed financial information. 


Accounting equation. Assets = 
Liabilities + Owner’s Equity; shows the 
relationship between assets and total 
equities. 


Accounting period. The period of time 
covered by the income statement and 
other financial statements that report 
Operating results; also called fiscal 
period. 


Accounting system. A systematic 
process of recording and reporting the 
financial information resulting from 
business transactions. 


Accounts payable. An amount owed to 
a creditor for goods or services bought on 
credit; amounts that a business must pay 
its creditors in the future. 


Accounts payable subsidiary ledger. A 
separate ledger that contains accounts for 
all creditors; it is summarized in the 
Accounts Payable account in the general 
ledger. 


Accounts receivable. Amounts to be 
received from customers for goods or 
services sold on credit. 


Accounts receivable subsidiary ledger. 
A subsidiary ledger that contains ac- 
counts for all of a business’s charge 
customers; it is summarized in the 
Accounts Receivable account in the 
general ledger. 


Accounts receivable turnover. A ratio 
that indicates how quickly a company 
collects its average accounts receivable; 
calculated by dividing net credit sales by 
average net accounts receivable. 


 _ 


Accrual. The recognition of revenue or 
expenses that have gradually increased 
over time but that have not yet been 
recorded. 


Accrual basis of accounting. An 
accounting method in which revenue is 
recognized when earned and expenses 
when incurred regardless of when the 
cash related to the transactions is re- 
ceived or paid. 


Accrued expense. An expense incurred 
in one fiscal period but not paid for until 
a later fiscal period. 


Accrued revenue. Revenue that has 
been earned but not yet received and 
recorded. 


Accumulated depreciation. The total 
amount of depreciation for a plant asset 
that has been recorded up to a specific 
point in time. 


Accumulated earnings. An employee’s 
year-to-date gross earnings. 


Adjusting entries. Journal entries made 
at the end of the fiscal period to update 
the balances of all general ledger ac- 
counts affected by adjustments. 


Adjustments. Amounts that are added to 
or subtracted from account balances to 
bring those balances up to date; these 
amounts are first listed on the work sheet 
and then journalized and posted. 


Administrative expenses. Costs related 
to the management of a business, such as 
utilities expenses. 


Aging of accounts receivable. A 
method of estimating bad debts expense 
in which each customer’s account is 
examined and classified by age, the age 
classifications are multiplied by certain 
percentages, and the total estimated 
uncollectible amounts are added to 
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determine the end-of-period balance of 
the account Allowance for Uncollectible 
Accounts. 


Allowance method. A method of 
accounting for uncollectible accounts in 
which the business makes an adjustment 
at the end of the period for the estimated 
amount of sales on account for which 
payment will not be received. 


Amortize. To write off a portion of a 
bond discount or a bond premium over 
the life of the bond issue; to write off the 
cost of an intangible asset, such as 
organization costs, over its legal or 
economic life, whichever is shorter. 


Appraisal value. Estimated worth. 


Appropriated retained earnings. The 
restriction of a certain amount of retained 
earnings for a specific purpose. 


Articles of incorporation. An applica- 
tion to organize a business as a corpora- 
tion made to appropriate state officials. 


Assets. Property or economic resources 
owned or controlled by a business or 
individual. 


Audit trail. A chain of references that 
makes it possible to trace information 
about transactions through an accounting 
system. 


Authorized capital stock. The maxi- 
mum number of shares of stock a 
corporation may issue according to its 
charter. 


Average cost method. An inventory 
costing method in which all purchases of 
an item are added to the beginning 
inventory of that item; the total cost of 
the items is then divided by the total units 
available to obtain the average cost per 
unit. 
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B 


Balance sheet. The financial statement 
that reports the final, updated balances of 
all asset, liability, and stockholders’ 
equity accounts as of a specific date. 


Balance side. The same side of an 
account as the side used to increase that 
account. 


Bank card. A credit card issued by a 
bank and honored by many businesses. 


Bank card fee. A fee charged by a bank 
for handling a business’s bank card sales; 
it is stated as a percentage of the total 
bank card sales. 


Bank discount. The amount of interest 
deducted in advance when a promissory 
note is discounted. 


Bank service charge. A fee charged by 
the bank for maintaining bank records 
and processing bank statement items for 
the depositor. 


Bank statement. An itemized record of 
all transactions occurring in a depositor’s 
account over a given period, usually a 
month. 


Base year. A year used for comparison 
in financial statement analysis. 


Basic accounting equation. Assets = 
Liabilities + Owner’s Equity; shows the 
relationship between assets and total 
equities. 


Beginning inventory. The merchandise 
a business has on hand at the beginning 
of a fiscal period. 


Billing rate for labor. A per-hour 
amount charged to customers that covers 
direct labor costs, benefits, and selling 
and administrative costs, and still 
provides a profit. 


Board of directors. A group of people, 
elected by the common stockholders, 
who govern and are responsible for the 
affairs of a corporation. 


Bond. A long-term liability in which the 
corporation promises to repay a certain 
amount at a specified date and to pay 
interest at set times. 


Bond certificate. A document that 
serves as evidence of the corporation’s 
debt. 


Bond indenture. The binding agreement 
between the corporation and bondholders 
that defines the rights, privileges, and 
limitations of bondholders. 


Bond issue. The total amount of bonds 
issued at the same time. 


Book value. The value of an asset at a 
specific point in time; for a plant asset, it 
equals the initial cost of the plant asset 
minus the accumulated depreciation. 


Book value of accounts receivable. The 
amount a business can realistically 
expect to receive from its charge 
customers. 


Book value of notes payable. The 
difference between the balance of the 
Notes Payable account and the Discount 
on Notes Payable account. 


Break-even point. The point at which 
total revenues equal total costs. 


Budget. A formal, written statement of 
expected revenue and expenditures for a 
future period of time. 


Budget adjustment. A change made to 
a current budget amount to take into 
account decreased revenue or increased 
expenditures. 


Budget period. The period of time 
covered by a budget. 


Budget summary report. A report that 
summarizes and compares the current 
year’s budgeted and actual revenue and 
expenditure amounts with the previous 
year’s actual revenue and expenditure 
amounts. 


Budgeting. The process of planning and 
controlling the future operations of a 
business by developing a set of financial 
goals and evaluating performance in 
terms of these goals. 


Business entity. An organization that 
exists independently of its owner’s 
personal holdings. 


Business transaction. A business event, 
such as buying, selling, or exchanging 
goods, that causes a change in the assets, 
liabilities, or the owner’s equity ofa 
business. 

C 


Call price. The amount at which the 
corporation agrees to redeem bonds. 


Callable bonds. Bonds that the corpora- 
tion has the option of redeeming at a 
certain price. 


Canceled checks. Checks paid by the 
bank and deducted from the depositor’s 
account. 


Capital. The money invested ina 
business by an owner; the owner’s equity 
in a business; the owner’s claim or right 
to a business’s assets. 


Capital additions revenue. The revenue 
of a not-for-profit organization that is 
restricted to a particular use by the 
contributor. 


Capital expenditure. The purchase of 
an item of property, plant, or equipment 
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that has a useful life of more than one 
year. 


Capital stock. The total amount of 
investment in a corporation by its 
stockholders. 


Carrying value. The amount at which 
the corporation is “carrying” the bond 
issue in the accounting records; the 
present value of a bond issue. 


Cash. Currency, coins, checks, money 
orders, and funds on deposit in a bank. 


Cash discount. The amount a charge 
customer can deduct if merchandise is 
paid for within a specified time; this type 
of price reduction is a sales discount to 
the seller and a purchase discount to the 
buyer. 


Cash dividend. A cash distribution of 
earnings paid by a corporation to stock- 
holders as a reward for their investment. 


Cash equivalents. Short-term, highly 
liquid investments, such as money market 
accounts and certificates of deposit. 


Cash flows from financing activities. A 
section of the statement of cash flows that 
shows transactions that affect certain 
liability and stockholders’ equity 
accounts. 


Cash flows from investing activities. A 
section of the statement of cash flows that 
shows transactions that affect the 
marketable securities and plant asset 
accounts. 


Cash flows from operating activities. 

A section of the statement of cash flows 
that shows cash transactions that are used 
to determine net income; includes both 
cash inflows and cash outflows. 


Cash inflows. Cash receipts. 


Cash outflows. Cash payments. 
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Cash payments journal. A special 
journal used to record all transactions in 
which cash is paid out or decreased. 


Cash receipt. Cash received by a 
business. 


Cash receipts journal. A special journal 
used to record all transactions in which 
cash is received. 


Cash sale. A transaction in which a 
business receives full payment for the 
merchandise sold at the time of the sale. 


Centralized accounting system. An 
accounting system in which a central 
accounting office keeps the accounting 
records and performs the accounting 
functions for all branches of a multistore 
business. 


Certified public accountant (CPA). A 
public accountant who has passed the 
licensing exam on accounting theory, 
practice, auditing, and business law. 


Change fund. An amount of money, 
consisting of varying denominations of 
bills and coins, that is used for making 
change in cash transactions. 


Charge customer. A customer to whom 
a Sale on account is made. 


Chart of accounts. A list of the num- 
bers and titles of the accounts used in 
journalizing a business’s transactions. 


Charter. The written permission to 
operate as a corporation; it spells out the 
rules under which a business must 
operate. 


Check. A written order from a depositor 
telling the bank to pay cash to the person 
or business named on the check. 


Check register. A special journal in 
which every check written is recorded; in 


~ 


the voucher system, the check register 
replaces the cash payments journal. 


Check stub. The portion remaining after 
a check has been detached from a 
checkbook; the check stub contains 
details of the cash payment. 


Checking account. A bank account that 
allows a bank customer to deposit cash 
and to write checks against the account 
balance. 


Classified income statement. An 
income statement in which items are 
divided into groups of similar accounts 
and a subtotal is given for each group; 
this form of income statement identifies 
revenues by source and expenses by type. 


Closely held corporation. A corpora- 
tion, often owned by a few people or by a 
family, that does not offer its stock for 
sale to the general public. 


Closing entries. Journal entries made at 
the end of the fiscal period to close out, 
or reduce to zero, the balances in the 
temporary capital accounts and to transfer 
the net income or loss for the period to a 
permanent general ledger account. 


Combined balance sheet. A financial 
statement that reports the total balances 
of the asset, liability, and stockholders’ 
equity accounts of all branches of a 
multistore business. 


Combined income statement. A 
financial statement that reports the 
revenue, costs, and expenses of all 
branches of a multistore business. 


Commission. An amount paid to an 
employee based on a percentage of the 
employee’s sales. 


Committed fixed costs. Fixed costs that 
cannot be eliminated easily and that are 
associated with long-range investments in 


plant, equipment, and the organization 
itself. 


Common costs. Expenses that are not 
directly traceable to a segment of a 
business, such as a department or a 
branch; also called indirect expenses. 


Common stock. The stock issued by a 
corporation when it is authorized to issue 
only one class of stock; common stock- 
holders have the right to vote on corpo- 
rate matters at the annual meeting. 


Common-size statements. Financial 
statements on which all items are report- 
ed as percentages of a key item on the 
statement; for example, on a common- 
size income statement, all items are 
expressed as a percentage of net sales. 


Comparability. The accounting 
principle that allows the financial infor- 
mation from one period to be compared 
to that of another period; also, the 
comparison of financial information of 
two or more businesses. 


Comparative statements. Financial 
statements that include information for 
two or more fiscal periods. 


Compound entry. A journal entry 
having two or more debits or credits. 


Computerized accounting system. A 
system in which financial information is 
recorded by entering it into a computer. 


Conservatism. An accounting guideline 
that states that when reporting the 
financial position of a business, it is best 
to present amounts that are least likely to 
overstate income or assets. 


Consistency. The accounting principle 
that states a business must use the same 
accounting methods from one period to 
the next. 
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Consolidated financial statements. 
Financial statements that combine 
information from the individual state- 
ments of parent/subsidiary firms or the 
branches of multistore businesses. 


Contingent liability. The liability an 
endorser has for the payment of a note; a 
liability that is indefinite as to existence 
and amount and dependent on the 
occurrence of an event before the liability 
and the amount can be determined. 


Contra account. An account whose 
balance decreases another account’s 
balance; an account with a balance 
opposite the normal balance for that class 
of account. 


Contract rate. The rate of interest stated 
in the bond indenture. 


Contribution income statement. An 
income statement on which all selling, 
administrative, and manufacturing costs 
are Classified as either fixed or variable 
costs. 


Contribution margin. The contribution 
that a given department makes to the net 
income of a business; the difference 
between total revenues and total variable 
costs. 


Contribution margin ratio. The 
relationship between contribution margin 
and net sales; calculated by dividing the 
contribution margin amount by the net 
sales amount. 


Controlling account. An account that 
acts as a control on the accuracy of the 
accounts in a related subsidiary ledger; its 
balance must equal the total of all the 
account balances in the subsidiary ledger. 


Copyright. An exclusive right granted 
by the federal government for literary, 
musical, or artistic materials. 
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Corporation. A business organization 
legally recognized as having a life of its 
own; ownership in this type of entity is 
evidenced by shares of stock. 


Correcting entry. An entry made to 
correct an error in a journal entry dis- 
covered after it has been posted to the 
ledger. 


Cost accounting system. An accounting 
system used to maintain accurate records 
of manufacturing costs. 


Cost behavior. Refers to the way a cost 
changes as the level of a particular 
business activity changes. 


Cost centers. Segments of a business 
that do not directly earn revenue. 


Cost of merchandise. The actual cost to 
the business of the merchandise to be 
resold to customers. 


Cost of merchandise sold. The actual 
cost to the business of merchandise sold 
to customers; beginning inventory plus 
net purchases minus ending inventory. 


Cost of production report. A report 
that summarizes the units produced by a 
manufacturing department and the costs 
charged to that department. 


Cost principle. An accounting principle 
that states that assets are recorded on the 
basis of the original amount paid for 
them. 


Cost variance. The difference between a 
standard cost and an actual cost. 


Cost-plus pricing. A pricing method in 
which a dollar amount or a percentage of 
the cost is added to the base cost to arrive 
at the selling price. 


Cost-Volume-Profit (C-V-P) analysis. 
A method of using costs to determine the 


effect of changes in volume on the profit 
that results. 


Coupon bonds. A bond issue that has 
interest coupons attached to each bond 
certificate. 


Credit. An amount entered on the right 
side of an account; an agreement to pay 
for a purchase at a later time. 


Credit card. A card containing a 
customer’s name and account number 
that is presented when buying merchan- 
dise on account. 


Credit limit. The maximum amount of 
credit extended. 


Credit memorandum. A form that lists 
the details of a sales return or sales 
allowance; the charge customer’s account 
is credited for the amount of a return or 
allowance. 


Credit terms. Terms for a sale on 
account that set out the time allowed for 
payment and whether a cash discount is 
offered. 


Creditor. A person or business that has 
a claim to the assets of a business; a 
person or business to which money is 
owed. 


Cumulative preferred stock. Preferred 

stock that has the right to receive a stated 
dividend for the current year and for any 

prior years in which the dividend was not 
paid. 


Current assets. Those assets that are 
either used up, sold, or converted to cash 
during one accounting period or the 
normal operating cycle of a business. 


Current liabilities. Debts that a busi- 
ness expects to pay off within one year 
or within the normal operating cycle, 
whichever is longer. 


Current operating concept. The view 
of reporting the results of operations that 
holds that only normally recurring items 
of profit and loss should appear on the 
income statement and that nonrecurring 
gains and losses should be shown on the 
statement of retained earnings. 


Current ratio. The relationship between 
current assets and current liabilities; 
calculated by dividing the dollar amount 
of current assets by the dollar amount of 
current liabilities. 


D 


Debit. An amount entered on the left 
side of an account. 


Debit memorandum. A form used by a 
business to notify a creditor of a return or 
allowance. 


Debt securities. Bonds and other debt 
instruments of a corporation. 


Decentralized accounting system. An 
accounting system in which each branch 
of a multistore business maintains its own 
accounting records. 


Declining balance method. An acceler- 
ated depreciation method in which the 
book value of an asset at the beginning of 
the year is multiplied by an appropriate 
percentage to obtain the annual deprecia- 
tion charge. 


Deduction (payroll). An amount that is 
subtracted from an employee’s gross 
earnings. 


Deferral. A delay in recognizing 
revenue for cash already received or an 
expense for a bill already paid. 


Deferred expenses. See Prepaid 
expense. 
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Deferred income. See Unearned 
revenue. 


Deferred income taxes. The difference 
between the amount of income taxes 
actually paid during a fiscal period and 
the amount that will ultimately be paid. 


Deficit. The result of having a greater 
amount of expenditures than revenue 
received, 


Departmental accounting system. An 
accounting system that provides data for 
two or more departments. 


Depletion. The process of allocating the 
cost of natural resources over their useful 
lives. 


Deposit slip. A bank form on which the 
currency (bills and coins) and checks to 
be deposited are listed. 


Depositor. A person or business that has 
cash on deposit in a bank. 


Depreciable cost. The total amount of 
the cost of a plant asset to be depreciated; 
original cost less salvage or disposal 
value. 


Depreciation. A systematic procedure 
for allocating the cost of plant assets to 
the accounting periods in which the firm 
receives service from those assets. 


Differential cost. The difference in cost 
between one alternative and another. 


Direct costing. A system of reporting 
income from manufacturing operations in 
which only variable costs are considered 
as part of the cost of goods manufactured; 
fixed costs are charged as expenses in the 
period incurred. 


Direct deposit. The depositing of an 
employee’s net pay directly into her or 
his personal bank account; usually made 
through electronic funds transfer. 
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Direct expenses. Expenses incurred for 
the sole benefit of a given department and 
thus under the control of the department 
head. 


Direct labor. Wages paid to employees 
who actually work on a product as it is 
being manufactured. 


Direct materials. The raw materials that 
are used to make and that can be easily 
traced to the finished product. 


Direct write-off method. A method of 
accounting for uncollectible accounts in 
which an uncollectible account is 
removed from the accounts receivable 
subsidiary ledger and from the control- 
ling account in the general ledger when a 
business determines that the amount 
owed is not going to be paid. 


Discount. The amount by which the face 
value of a bond exceeds the issue price of 
the bond. 


Discount period. The period of time 
between the discount date and the 
maturity date of a note. 


Discounting notes payable. Deducting 
the interest on a note payable at the time 
the note is issued. 


Discounting notes receivable. Selling a 
note receivable to a bank rather than 
holding it until maturity. 


Discretionary fixed costs. Fixed costs 
that are usually based on decisions made 
for a fiscal period and that can be 
increased or decreased during the annual 
budgeting process. 


Dishonored note. A promissory note 
that the maker fails to pay or renew on 
the maturity date. 


Disposal value. The estimated value of a 
plant asset at the time of its disposal. 


Dissolution. A change in the mem- 
bership of a partnership. 


Dividends. A distribution of earnings 
that a corporation makes to its stockhold- 
ers; charged against the corporation’s 
retained earnings. 


Double declining balance method, A 
method of calculating depreciation in 
which the asset’s book value is multiplied 
by a rate twice the straight-line rate. 


Double-entry accounting, A financia] 
recordkeeping system in which each 
business transaction affects at least two 
accounts; for each debit there must be an 
equal credit. 


Double taxation. The situation in which 
both the earnings of a corporation and the 
distribution of those earnings made to 
stockholders are taxed. 


Drawee. The bank on which a check is 
written. 


Drawer. The person who signs a check 
or issues 4 promissory note. 


Due date. The date by which an invoice 
must be paid. 


E 


Earnings per share. A measure of the 
amount of profit that could be assigned to 
each share of common stock; calculated 
by dividing net income by the number of 
outstanding shares of common stock. 


Economic entity. A business or other 
organization whose major purpose is to 
produce a profit for its owners. 


Effective interest method. A method of 
amortizing a bond premium or discount 
in which the interest expense is a constant 
percentage of the book value of the 
bonds. 


Effective rate of return method. A 
procedure to compute a discounted rate of 
return on an investment; takes into 
consideration the time value of money. 


Electronic badge reader. Computer 
equipment that reads a magnetic strip on 
an employee’s time card and automatically 
records the employee’s arrival or depar- 
ture time. 


Electronic funds transfer system. A 
system that enables banks to transfer funds 
from the account of one depositor to the 
account of another without the immediate 
exchange of checks. 


Employee’s earnings record. An 
individual payroll record prepared for each 
employee; includes data on earnings, 
deductions, net pay, and accumulated 
earnings. 


Ending inventory. The merchandise a 
business has on hand at the end of a fiscal 
period. 


Endorsement. An authorized signature 
written or stamped on the back of a check; 
the legal process by which the payee of a 
check transfers ownership of the check to 
a bank or to another person or firm. 


Equity. The total financial claims to the 
assets, or property, of a business. 


Equity per share. The amount that 
would be paid on each share of stock if the 
corporation liquidated and the assets were 
sold for their book value; calculated by 
dividing the total stockholders’ equity by 
the number of shares of common stock 
outstanding. 


Equity securities. Shares of stock in a 
corporation. 


Equivalent units. The number of units 
produced during a certain period ex- 
pressed in terms of fully completed units. 
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Exemption. An allowance claimed by a 
taxpayer that reduces the amount of taxes 
that must be paid. 


Expenditure projection. An estimate of 
the amount to be paid out for goods and 
services during a budget period. 


Expense. The cost of the goods or 
services that are used to operate a 
business; expenses decrease owner’s 
equity. 


External controls. Those controls 
provided outside a business (for example, 
controls maintained by banks to protect 
deposits). 

Extraordinary items. Transactions and 
events that are both unusual in nature and 
infrequent in occurrence; such items are 
reported on the income statement 
following the net income amount. 


F 


Face value. The amount written on the 
“face” of a promissory note, usually the 
same as the principal; the amount 
received when the contract rate and the 
market rate of bonds are the same. 


Factory overhead. All other manufac- 
turing costs that cannot be classified as 
direct materials or direct labor. 


Factory supplies. Indirect materials that 
do not become part of the finished 
product. 


Federal tax deposit coupon (Form 
8109). A form sent with the payment for 
FICA and federal income taxes or federal 
unemployment taxes to indicate the total 
amount of taxes being paid. 


Finance charge. Interest on the unpaid 
balance of a charge account or install- 
ment sale. 
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Financial accounting. The accumula- 
tion of data about a business’s financial 
transactions and the reporting of these 
data to owners and other interested 
parties. 


Financial Accounting Standards 
Board. The organization that now has 
primary responsibility for establishing 
financial accounting standards and 
principles. 


Financial budget. A budget containing 
projections for cash and other balance 
sheet items. 


Financial statements. Reports prepared 
to summarize the changes resulting from 
business transactions that have occurred 

during the fiscal period. 


Finished goods. Goods that a manu- 
facturing business has completed and that 
are available for sale. 


First in, first out method (fifo). A 
method of assigning a cost to the ending 
inventory in which it is assumed that the 
first items purchased were the first items 
sold; the ending inventory then consists 
of the last items purchased. 


Fiscal period. The time covered by an 
accounting report (usually one year). 


Fixed costs. Costs that remain the same 
even though the volume of goods manu- 
factured may be higher or lower than 
anticipated. 


Flexible budget. A projection that 
contains budgeted amounts at various 
levels of production. 


FOB destination. Shipping terms 
specifying that the supplier pays the 
shipping cost to the buyer’s destination. 


FOB shipping point. Shipping terms 
specifying that the buyer pays the 


shipping charge from the supplier’s 
shipping point. 


Footing. A column total written in small 
figures. 


Form 940, The employer’s unemploy- 
ment tax return; it includes both federal 
and state unemployment taxes paid during 
the year. 


Form 941, The employer’s quarterly 
federal tax return; it reports the accumu- 
lated amounts of FICA and federal income 
tax withheld from employees’ earnings for 
the quarter as well as FICA tax owed by 
the employer. 


Form W-2. A form that provides the 
employee with a summary of earnings and 
amounts withheld for federal, state, and 
local taxes; also called a wage and tax 
statement. 


Form W-3. A summary of the informa- 
tion contained on the employees’ Forms 
W-2; also called a transmittal of income 
and tax statements. 


Franchise. The right to conduct business 
under a contracted name. 


Free balance. The budgeted amount that 
remains to be collected or spent as of a 
specific date. 


Full cost-plus. A pricing method by 
which a markup amount is added to the full 
cost, which is the product cost plus the 
operating costs associated with the product. 


Full disclosure. Accounting guideline 
requiring that a financial report include 
enough information so that it is complete. 


Fund. In a not-for-profit organization, a 
set of accounts used to record the transac- 
tions for a particular activity. 


Fund accounting. The accounting system 
used by not-for-profit organizations to 


11 


a 


account for the transactions of their 
various funds. 


Fund balance. The difference between 
the assets and the liabilities of a particular 
fund. 


G 


General bookkeeper. A person who 
keeps all the accounting records, usually 
for a small- or medium-sized business. 


General journal. A two-column, all- 
purpose journal in which all types of 
transactions may be recorded. 


General ledger. The group of accounts 
used by a business; contains the accounts 
that are reported on the business’s 
financial statements. 


Generally Accepted Accounting 
Principles (GAAP). The rules of 
accounting used by businesses in 

reporting their financial activities. 


Going concern. The assumption that a 
business entity will continue to operate 
for an indefinite period of time. 


Goodwill. The good reputation of a 
company; the value of a business in 
excess of the value of its identifiable 
assets. 


Gross earnings. The total amount of 
money earned by an employee during a 
pay period. 


Gross profit. The difference between 
the revenue earned from sales and the 
total cost of the merchandise sold. 


Gross profit method. A method of 
estimating the cost of the ending inven- 
tory in which the net sales amount is 
multiplied by the percentage of gross 
profit made over a period of time. 


Accounting Terminology 


Gross profit on sales. The amount of 
profit made during the fiscal period 
before expenses are deducted; net sales 
minus the cost of merchandise sold. 


H 


Hardware. Computers and related 
equipment, such as disk drives and 
printers. 


High-low method. A method used to 
determine the variable and fixed parts of 
a mixed cost. 


Horizontal analysis. The comparison of 
dollar amount changes and percentage 
changes for the same items on a com- 
pany’s financial statements for two or 
more accounting periods and the analysis 
of changes from one period to the next. 


Income statement. The financial 
statement that reports the revenue, 
expenses, and net income or net loss 
earned by a business during the fiscal 
period; sometimes called a profit and loss 
statement. 


Income Summary account. The 
account in the general ledger used to 
summarize the revenue and expenses for 
the fiscal period. 


Incremental cost. The increase in cost 
from one alternative to another. 


Indirect expenses. Expenses incurred 
for the business as a whole and not under 
the control of a department head; also 
called common costs. 


Indirect labor. Wages paid to factory 
employees such as factory supervisors 
and maintenance workers who do not 
physically work on the products. 
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Indirect materials. Factory supplies. 


Installment sale. A sale in which the 
customer makes a cash down payment 
and a series of equal monthly payments. 


Intangible assets. Long-lived assets that 
have no physical substance. 


Interbranch transaction. A transaction 
that occurs between two or more 
branches of the same multistore business. 


Interest. The fee charged for the use of 
money. 


Interest allowance. A method of 
distributing net income that takes into 
account a partner’s capital contribution. 


Interest rate. Amount of interest 
expressed as a percentage of the principal. 


Interest-bearing note. A promissory 
note that requires the payment of the prin- 
cipal plus interest on the maturity date. 


Internal controls. Steps a business takes 
to protect its cash and other assets, such 
as limiting the number of persons 
handling cash. 


Inventory. The items of merchandise a 
business has in stock. 


Investments. Those assets owned by a 
business but not used in the operation of 
the business. 


Invoice. A bill; a form that lists the quan- 
tity, description, unit price, and total cost 
of the items sold and shipped to a buyer. 


Issue date. The date on which a promis- 
sory note is written. 


Issued shares. Shares of stock that a 
corporation has sold to stockholders. 


J 


Job cost sheet. A document used to 
record the various manufacturing costs 
incurred for each job. 


Job order cost accounting. A cost 
accounting system in which costs are 
accumulated for each product or batch of 
products produced. 


Job order time card. A document used 
to record the amount of time an employee 
spent on a particular manufacturing job. 


Journal. A chronological record of a 
business’s transactions. 


Journalizing. The process of recording 
business transactions in a journal. 


i 


Land improvements. Amounts paid out 
for improvements that are not as perma- 
nent as the land or not directly associated 
with a building. 


Last in, first out method (lifo). A 
method of assigning a cost to the ending 
inventory in which it is assumed that the 
last items purchased were the first items 
sold; the ending inventory then consists 
of the first items purchased. 


Ledger. A book or file containing a 
separate page for each business account; 
serves as a permanent record of financial 
transactions. 


Ledger account form. The accounting 
stationery used to record financial 
information about a specific account. 


Legal capital. The minimum amount of 
contributed capital that a corporation 
must keep in the business; an amount 
equal to the par or stated value of the 
shares of stock outstanding. 


Leverage. The ability to earn a greater 
return on the money borrowed than must 
be paid out in interest. 


Liabilities. Amounts owed to creditors; 
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the claims of creditors to the assets of the 
business. 


Liquidation. The process of ending a 
partnership and the business. 


Liquidity. The ease with which an asset 
can be converted to cash; the ability of a 
company to pay its current debts. 


Liquidity ratios. Measures of a busi- 
ness’s ability to meet current debts as 
they become due and to provide for 
unexpected needs for cash. 


List price. The established retail price of 
merchandise. 


Long-term investments. Investments 
made for a period of one year or more. 


Long-term liabilities. Debts that are not 
required to be paid within the next 
accounting period or operating cycle. 


Loss. The result of a company’s spend- 
ing more than it receives in revenue. 


Lower-of-cost-or-market rule. An 
accounting guideline that states that a 
business can report the cost of its ending 
inventory at the calculated cost or at 
market value, whichever is lower. 


M 


Maker. The person or business that 
promises to repay the principal and 
interest when a loan is made. 


Managerial accounting. The area of 
accounting that provides an internal 
reporting system; gives management the 
financial information for use in decision 
making and long-range planning. 


Manual accounting system. A system 
in which accounting information is 
processed by hand. 
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Manufacturing business. A business 
that buys raw materials and transforms 
those materials into finished products 
through the use of labor and machinery. 


Manufacturing margin. The difference 
between sales and the variable cost of 
goods sold. 


Manufacturing overhead. See Factory 
overhead. 


Margin of safety. The amount by which 
target sales exceed break-even sales. 


Margin of safety ratio. The relationship 
between target sales and break-even sales 
stated as a percent; calculated by dividing 
the margin of safety by the target sales. 


Marginal revenue. Revenue that 
changes as a result of a decision. 


Market interest rate. The interest rate a 
corporation is willing to pay and in- 
vestors are willing to accept for the use of 
money. 


Market value. The current “market” 
price being charged for a specific item; 
the price at which inventory items could 
be replaced at the time an inventory is 
taken. 


Marketable securities. Short-term 
investments that usually include govern- 
ment securities, such as U.S. Treasury 
bills and securities of large corporations. 


Markup. An amount added to the cost 
of an item to arrive at its selling price. 


Master budget. A projection that 
includes both a detailed operating budget 
and a detailed financial budget. 


Matching principle. An accounting 
principle that states that revenue for a 
fiscal period must be matched against the 
expenses incurred in earning that revenue 
during the period. 
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Materiality. An accounting guideline 
that states that relatively important data 
should be included in financial reports. 


Materials requisition. A document that 
authorizes the materials warehouse to 
transfer raw materials to the factory. 


Maturity date. The due date of a 
promissory note; the date on which the 
principal and interest must be paid. 


Maturity value. The total amount that 
must be paid on the maturity date of a 
note; principal plus interest. 


Memorandum. A brief written descrip- 
tion of a transaction that takes place 
within a business. 


Merchandise. Goods bought for resale 
to customers. 


Merchandise inventory turnover. The 
number of times a company’s inventory 
is sold during a given year; calculated by 
dividing the cost of merchandise sold by 
the average merchandise inventory. 


Merchandising business. A business 

that buys goods (for example, books or 
clothing) and then sells those goods to 

consumers for a profit. 


Mixed accounts. Accounts that contain 
elements of both assets and expenses or 
both liabilities and revenues. 


Mixed costs. Costs that are part variable 
costs and part fixed costs; costs that 
cannot be explained by a single cost 
behavior pattern. 


Modified Accelerated Cost Recovery 
System (MACRS). A revision of the 
accelerated cost recovery system in 
which the number of years over which 
depreciation could be calculated was 
increased. 


Mortgage. A formal, legal agreement in 


which the borrower agrees to repay the 
amount owed plus interest over a 5-to-30- 
year period; the creditor usually has the 
right to repossess the mortgaged asset if 
the mortgage is not repaid. 


Mortgagee. The lending institution on a 
mortgage note. 


Mortgagor. The borrower on a mortgage 
note. 


Multiple-step income statement. See 
Classified income statement. 


Multistore business. A business that has 
more than one store or branch. 


Mutual agency. The ability of any 
partner to enter into valid contracts that 
are binding on the partnership. 


N 


Natural resources. Assets, such as 
timber, oil, and minerals, that are 
physically removed from the land in the 
process of production. 


Negotiable. A term meaning that 
ownership of a check, promissory note, 
or other financial instrument can be 
transferred from one person or firm to 
another through endorsement and 
delivery. 


Net amount method. The recording of 
invoices in the accounting records at their 
net amount (total amount less cash 
discount); based on the assumption that 
the business always takes advantage of 
cash discounts offered. 


Net income. The amount left after 
expenses for the period are subtracted 
from revenue for the same period. 


Net loss. The amount by which total 
expenses exceed total revenue or gross 
profit on sales for the period. 
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Net pay. The amount of money left after 
all deductions have been subtracted from 
gross earnings. 


Net price. The list price of an item 
minus all trade discounts. 


Net purchases. The amount of all costs 
related to merchandise purchased during 
the period; Purchases plus Transportation 
In minus Purchases Discounts minus 
Purchases Returns and Allowances. 


Net sales. The amount resulting when 
the contra revenue accounts are sub- 
tracted from total sales; Sales minus 
Sales Discounts and Sales Returns and 
Allowances. 


Net worth. See Owner’s equity. 


No-par stock. Stock that does not have a 
value printed on the stock certificates. 


Noncash investing and financing 
activities. Transactions affecting long- 
lived assets, long-term liabilities, or 
capital stock that do not involve cash; 
must be reported on the statement of cash 
flows. 


Noncumulative preferred stock. 
Preferred stock that does not accumulate 
any past dividends. 


Non-interest-bearing note. A note from 
which the interest is deducted at the time 
the note is made; a promissory note that 
has no stated rate of interest on its face. 


Nonparticipating preferred stock. 
Preferred stock that is limited to the 
dividend amount stated on the stock 
certificate. 


Normal balance. The increase side of an 
account: assets, debit side; liabilities and 
capital, credit side. 


Note payable. A promissory note issued 
by a person or business. 
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Note receivable. A promissory note that 
a business accepts from a customer or 
other person who owes the business 
money. 


Not-for-profit-organization. An 
organization that does not operate for the 
purpose of making a profit. 


Notes to financial statements. 
Additional information included with 
financial statements that explains 
significant matters not disclosed in the 
financial statements and the accounting 
policies followed by the organization. 


NSF check. A check returned by the 
bank because there are not sufficient 
funds in the drawer’s checking account to 
cover the amount of the check. 


O 


Object expenditures. The expenditures 
of a not-for-profit organization classified 
according to type of cost. 


Objectivity. The assumption that 
financial statement information is 
unbiased, fair, and verifiable. 


On account. Buying on credit; agreeing 
to pay for an item later. 


Online. The direct link-up of a terminal 
or cash register to a centralized computer 
system. 


Open-account credit. The form of 
credit in which there is an understanding 
that the amount owed will be paid at a 
later date. 


Operating budget. A budget that 
contains projections for income statement 
items such as sales and expenses. 


Operating expenses. The cash spent or 
assets consumed to earn revenue for a 
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business; operating expenses do not 
include federal income tax expense. 


Operating income. The taxable income 
of a corporation; the amount of income 

before federal income taxes; gross profit 
on sales minus total operating expenses. 


Opportunity costs. Earnings or poten- 
tial benefits foregone because a certain 
course of action is taken. 


Organization costs. Costs directly 
related to establishing a corporation. 


Other expense. A nonoperating ex- 
pense; an expense that does not result 
from the normal operations of the 
business. 


Other revenue. Nonoperating revenue; 
revenue a business receives or earns from 
activities outside its normal operations. 


Outstanding checks. Checks that have 
been written, but not yet presented, to the 
bank for payment. 


Outstanding deposits. Deposits that 
have been made and recorded in the 
checkbook but that do not appear on the 
bank statement. 


Outstanding stock. Stock that is 
actually in the hands of stockholders. 


Overapplied factory overhead. The 
situation that occurs when more factory 
overhead costs were applied than were 
actually incurred. 


Overtime rate. A rate of pay 14 times 
an employee’s regular rate of pay; 
overtime is paid for all hours worked 
over 40 per week. 


Owner’s equity. The owner’s claims to, 
or investment in, the assets of the 
business; usually used with a sole 
proprietorship. 


P 


Packing slip. A form that lists the items 
included in a shipment. 


Paid-in capital in excess of par. The 
amount of cash received by a corporation 
over the stock’s par value. 


Paid voucher file. A file that contains 
all paid vouchers, filed in numerical 
order. 


Par value. The dollar amount assigned 
to each share of stock when the corpora- 
tion’s charter is approved; used to 
determine the amount credited to the 
capital stock account. 


Par-value stock. Stock that has a 
specific value printed on the stock 
certificates. 


Parent company. The purchaser of a 
majority of another company’s voting 
stock. 


Participating preferred stock. 
Preferred stock eligible for dividends 
beyond the stated amount. 


Partnership. An association of two or 
more persons to operate, as co-owners, a 
business for profit. 


Partnership agreement. A written 
document that sets out the terms under 
which the partnership will operate. 


Patents. Exclusive rights granted by the 
federal government for particular 
products or processes. 


Pay period. The amount of time for 
which an employee is paid. 


Payback period. The amount of time it 
will take to recover the proposed outlay 
for an asset. 


Payee. The person or business to whom 
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a check is written; the person or business 
to whom a promissory note is payable. 


Payroll. A list of the employees of a 
business that shows the payments due to 
each employee for a specific pay period. 


Payroll clerk. A person whose responsi- 
bility is the preparation of the payroll. 


Payroll register. A form that summa- 
rizes information about employees’ 
earnings for each pay period. 


Percentage of net sales method. A 
method of estimating bad debts expense 
in which a business assumes that a certain 
percentage of each year’s net sales will 
be uncollectible; the net sales amount for 
the period is multiplied by a certain set 
percentage. 


Periodic inventory system. An inven- 
tory system in which the number of items 
on hand is determined by a physical 
count. 


Periodicity of income. The assumption 
by which the life of a business entity is 
divided into time periods for income 
determination purposes. 


Permanent accounts. Accounts that are 
continuous from one accounting period to 
the next; balances are carried forward to 
the next period (for example, assets, 
liabilities, and owner’s capital accounts). 


Perpetual inventory system. An 
inventory system in which a constant, up- 
to-date record of the amount of merchan- 
dise on hand is maintained. 


Petty cash disbursement. A payment 
made from the petty cash fund. 


Petty cash fund. An amount of cash 
kept on hand for making small, incidental 
cash payments. 


Petty cash register. A record of all 
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disbursements made from the petty cash 
fund. 


Petty cash requisition. A form request- 
ing money to replenish the petty cash 
fund. 


Petty cash voucher. A form that 
provides proof of payment from the petty 
cash fund. 


Petty cashier. The person responsible 
for maintaining the petty cash fund and 
for making petty cash disbursements. 


Physical inventory. An actual count of 
all the merchandise on hand and available 
for sale. 


Piece rate. The amount paid to an em- 
ployee for each item, or piece, produced. 


Plant and equipment. Long-lived assets 
that are used in the production or sale of 
other assets or services over several 
accounting periods; commonly called 
plant assets. 


Plant asset records. A detailed record 
of the purchase information and deprecia- 
tion schedule for a plant asset. 


Post-closing trial balance. A report 
prepared to prove the equality of debits 
and credits in the general ledger after the 
adjusting and closing entries have been 
posted. 


Posting. The process of transferring 
information in a journal entry to accounts 
in a ledger. 


Pre-emptive right. A common stock- 
holder’s right to purchase additional 
shares of new stock issues in proportion 
to her or his present holding. 


Preferred stock. Stock whose owners 
have certain privileges over common 
stockholders, usually in relation to 
dividends. 
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Premium. The amount paid for insur- 
ance; the amount received when stocks or 
bonds are issued for more than their face 
value. 


Prepaid expense. An expense paid in 
advance, such as the bank discount on a 
non-interest-bearing note. 


Price-earnings ratio. A measure used to 
determine whether the market price of a 
corporation’s stock is reasonable; 
calculated by dividing the market price 
per share by the earnings per share. 


Pricing. Assigning a selling price toa 
product or service. 


Principal. The amount of money 
borrowed on a promissory note or bond. 


Prior period adjustments. Adjustments 
made to correct material errors made in 
prior accounting periods. 


Private enterprise economy. An econ- 
omy in which people are free to produce 
the goods and services they choose. 


Proceeds. The amount of cash actually 
received when a promissory note is 
discounted; maturity value minus bank 
discount. 


Process cost accounting. A cost 
accounting system in which costs are 
accumulated for each process or depart- 
ment and then transferred to the next 
process or department. 


Processing stamp. A stamp placed on a 
creditor’s invoice that outlines the steps 
to be followed in processing the invoice 
for payment. 


Producing departments. Departments 
in a manufacturing operation that work 
directly on products. 


Product cost-plus. A pricing method by 
which the markup is added to the product 
cost. 


Profit. The amount of revenue earned 
above the expenses incurred to operate 
the business. 


Profit centers. Revenue-producing 
segments of a business that sell products 
Or services to customers outside the 
business. 


Profitability. A company’s ability to 
earn a reasonable profit on the owners’ 
investment. 


Profitability ratios. Ratios used to 
evaluate the earnings performance of a 
business during the accounting period 
(for example, return on common stock- 
holders’ equity). 


Program expenditures. All of the 
expenditures made for a particular 
program of a not-for-profit organization. 


Promissory note. A written promise to 
pay a certain sum of money on demand 
or on a specified date; a formal legal 

document that serves as proof of a debt. 


Property. Items of value that are owned 
or controlled by a business; economic 
resources of a business. 


Property, plant, and equipment. Long- 
lived assets that are used in the produc- 
tion or sale of other assets or services 
over several accounting periods; plant 
assets. 


Property rights. Creditors’ and owners’ 
financial claims to the assets of a 
business. 


Protest fee. A fee charged when a 
discounted note is dishonored. 


Proving cash. The process of determin- 
ing whether the amounts of cash recorded 
in a business’s accounting records and in 
its checkbook agree. 


Proving the ledger. Adding all debit 
balances and all credit balances of ledger 
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accounts and then comparing the two 
totals to see whether they are equal. 


Proxy. A document that transfers a 
stockholder’s voting rights to someone 
else. 


Publicly held corporation. A corpora- 
tion whose stock is widely held, has a 
large market, and is usually traded on a 
stock exchange. 


Purchase discount. Term used by the 
buyer to refer to a cash discount offered 
for early payment. 


Purchase order. A written offer to a 
supplier to buy certain items. 


Purchase requisition. A written request 
that a certain item or items be ordered. 


Purchases. The account used to record 
the cost of merchandise purchased during 
a fiscal period. 


Purchases allowance. A price reduction 
given when a business keeps unsatisfac- 
tory merchandise it has bought. 


Purchases journal. A special journal 
used to record all transactions in which 
items are bought on account. 


Purchases return. The return to the 
supplier for full credit of merchandise 
bought on account. 


Quick ratio. The relationship between a 
company’s short-term liquid assets (cash 

and receivables) and its current liabilities; 
calculated by dividing a company’s quick 
assets by its current liabilities. 


R 


Ratio analysis. The comparison of two 
amounts on a financial statement result- 
ing in a percentage that shows the 
relationship between the two amounts. 


Accounting Terminology 


Real property. A category of property, 
plant, and equipment that includes land, 
land improvements, buildings, and other 
structures attached to land. 


Realization. The process of selling 
assets for cash; the accounting principle 
by which revenue is recorded and 
reported on the income statement only 
when earned. 

Receipt. A form that serves as a record 
of cash received. 

Reciprocal accounts. Accounts that are 
used to record opposite sides of the same 
transaction. 


Reconciling the bank statement. The 
process of determining any differences 

between a bank statement balance and a 
checkbook balance. 


Registered bonds. A bond issue in 
which the bondholders’ names are on file 
with the issuing corporation. 

Relevance. A characteristic of account- 
ing requiring that information “make a 
difference” in reaching a business 
decision. 


Relevant range. The given range of 
activity and/or period of time for which 
cost behavior is fixed. 

Reliability. A characteristic requiring 
that accounting information be reason- 
ably free of bias and error. 


Report form. A format for preparing the 
balance sheet in which the classifications 
of accounts are listed one under another. 


Repossess. To foreclose or take back 
mortgaged assets. 


Responsibility accounting. An account- 
ing system designed to evaluate the 
performance of the various segments of a 
business, such as departments and 
branches, and assign responsibility for 
financial results. 
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Restrictive endorsement. A check 
endorsement that restricts or limits how a 
check may be handled (for example, “For 
Deposit Only”). 


Retail method. A method of estimating 
the cost of the ending inventory in which 
the retail value of the ending merchandise 
inventory is multiplied by a figure that 
represents the relationship between the 
cost of the merchandise available for sale 
and its retail value. 


Retailer. A business that sells to the 
final user (consumer). 


Retained earnings. Earnings held by a 
corporation and not paid to stockholders 
as a return on their investment. 


Return on investment. The rate of 
profit that an investment will earn; 
determined by dividing the annual net 
income by the original investment. 


Revenue. Income earned by a business 
from the sale of goods and/or services; 
revenue increases Owner’s equity. 


Revenue principle. Accounting princi- 
ple that states that revenue is recognized 
and recorded on the date it is earned. 


Revenue projection. An estimate of the 
money to be received during a budget 
period. 


Reversing entries. Journal entries that 
may be made at the beginning of an 
accounting period that are the opposite of 
certain adjusting entries, particularly 
those for accrued expenses and income. 


Ruling. A single line drawn under a 
column of figures to signify that the 
entries above the rule are to be added or 
subtracted; a double line under an amount 
signifies a total. 


S 


Salary. A fixed amount of money paid 
to an employee for each pay period. 


Salary allowance. An allocation of the 
net income of a partnership that recog- 
nizes differences in ability and time 
devoted to the business by partners. 


Sale on account. The sale of goods that 
will be paid for later. 


Sales allowance. A price reduction 
granted by a business for damaged goods 
kept by the customer. 


Sales discount. A cash discount. 


Sales journal. A special journal used 
only to record the sale of merchandise on 
account. 


Sales return. Any merchandise returned 
for full credit or a cash refund. 


Sales slip. A form that lists the details of 
a Sale. 


Sales tax. A tax levied by a city or state 
on the retail sale of merchandise. 


Schedule of accounts payable. A report 
listing all creditors in the accounts 
payable subsidiary ledger, the balance in 
each account, and the total amount owed 
to all creditors; the total of this schedule 
must match the balance of the Accounts 
Payable account. 


Schedule of accounts receivable. A 
report listing all charge customers in the 
accounts receivable ledger, the balance in 
each account, and the total amount due 
from all customers; the total of this 
schedule must match the balance of the 
Accounts Receivable account. 


Schedule of unpaid vouchers. A report 
that lists all unpaid vouchers by number 
and name of creditor; the total of this 
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schedule must match the balance of the 
Vouchers Payable account. 


Secured bonds. A bond issue that is 
covered or backed up by corporate assets 
such as buildings or equipment. 


Self-generated revenue. The revenue a 
not-for-profit organization earns from 
delivering or producing goods, providing 
services, or other activities. 


Selling expenses. Expenses incurred in 
selling or marketing the merchandise or 
services sold by a business. 


Semivariable costs. Mixed costs. 


Separate entity assumption. The 
assumption in accounting that the 
financial affairs and records of a business 
are Separate and distinct from the 
financial affairs and records of the 
owner(s). 


Serial bonds. A bond issue that has a 
series of maturity dates. 


Service business. A profit-oriented 
business that provides a needed service 
for a fee. 


Service departments. Departments in a 
manufacturing operation that assist in 
production but do not actually work on 
products. 


Short-term investments. Investments 
made for a few weeks or months. 


Signature card. A card containing the 
signature(s) of the person(s) authorized to 
write checks on a checking account. 


Single-step income statement. A form 
of income statement in which all rev- 
enues are listed in one section and all 
expenses are listed in another section; net 
income or net loss can be determined in 
one step by subtracting the total expenses 
from the total revenues. 
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Sinking fund. A special fund used to 
pay off a bond issue when it comes due. 


Slide. Accidental misplacement of a 
decimal point in an amount. 


Software. Computer programs that 
direct the operation of the computer. 


Sole proprietorship. A business that has 
one owner. 


Source document. A paper prepared as 
evidence that a business transaction took 
place. 


Special journal. A multicolumn journal 
with columns reserved for the recording 
of a specific type of transaction. 


Specific identification method. An 
inventory costing method in which the 
exact cost of each item in inventory is 
determined and assigned; used most often 
by businesses that have a low unit 
volume of merchandise with high unit 
prices. 


Stable monetary unit assumption. The 
assumption that money is the unit of 
measurement in accounting and that 
money does not change in value signifi- 
cantly from one period to another. 


Standard cost accounting. A cost 
accounting system in which costs are 
measured on the basis of predetermined 
or budgeted amounts or standards. 


Standard cost-plus. A pricing method 
in which the markup is added to predeter- 
mined costs for direct labor, direct 
materials, and factory overhead to 
determine the selling price. 


Stated value. The value assigned to a 
share of no-par stock by the corporation’s 
board of directors. 


Statement of cash flows. The financial 
statement that reports how cash was 


22 


Accounting Terminology 


affected by the operating, investing, and 
financing activities of a business during 
the fiscal period. 


Statement of changes in owner’s 
equity. A financial statement prepared to 
summarize the effects of business trans- 
actions on the owner’s capital account. 


Statement of changes in partners’ 
equity. A financial statement that reports 
the changes in the balance of each 
partner’s capital account during the fiscal 
period. 


Statement of cost of goods manufac- 
tured. A financial statement that summa- 
rizes all the costs of the goods completed 
during the financial period; this statement 
is prepared before, and as a supporting 
document for, the income statement. 


Statement of retained earnings. A 
statement that reports the changes that 
have taken place in the Retained Earnings 
account during the fiscal period; prepared 
as a supporting document for the balance 
sheet. 


Statement of revenue, expenditures, 
and changes in fund balance. The 
financial statement that reports a not-for- 
profit organization’s revenue and 
expenditures for a budget period as well 
as the change in the fund balance. 


Statement of stockholders’ equity. A 
statement that reports the changes that 
have taken place in all of the stockhold- 
ers’ equity accounts during the fiscal 
period; prepared as a supporting docu- 
ment for the balance sheet. 


Stock. Shares of ownership in a corpora- 
tion. 


Stock certificate. Document showing 
how many shares of corporation stock are 
owned, 


Stock dividend. A distribution of shares 
of its own stock that a corporation makes 
to its stockholders. 


Stock split. A deliberate split in the par 
or stated value of a corporation’s stock 
and the issue of a proportionate number 
of additional shares. 


Stock subscription. The process of 
selling stock to investors on an install- 
ment basis. 


Stockholders. Owners of a corporation. 


Stockholders’ equity. The value of the 
owners’ (stockholders’) claims to the 
assets of a corporation. 


Stockholders’ ledger. A subsidiary 
ledger or supplementary record showing 
the name and address of each stockholder 
and the number of shares owned. 


Stop payment order. A demand by the 
depositor that a bank not honor a certain 
check. 


Straight-line method. A method of 
calculating depreciation in which an 
equal amount of depreciation is charged 
off for each year of the asset’s estimated 
useful life; a method of amortizing bond 
premiums or discounts in which the 
interest expense is a constant dollar 
amount for each accounting period that 
occurs while the bonds are outstanding. 


Subsidiary company. A corporation 
that has had a majority of its voting stock 
purchased by another corporation. 


Subsidiary ledger. A ledger or book 
that is summarized in a controlling 
account in the general ledger. 


Sum-of-the-years’-digits method. A 
method of calculating depreciation in 
which a plant asset’s depreciable cost is 
multiplied by fractions related to the 
length of the asset’s useful life. 
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Sunk cost. A historical cost that has 
already been incurred and is thus irrele- 
vant for decision-making purposes. 


Support revenue. The unrestricted 
contributions a not-for-profit organization 
receives from individuals, businesses, or 
other organizations. 


Surplus. The result of receiving more 
revenue than the expenditures paid out. 


T 


T account. An account shaped like a T 
that is used for analyzing transactions. 


Tangible personal property. A cate- 
gory of property, plant, and equipment 
that includes machinery, equipment, 
furniture, and fixtures. 


Target profit. The net income goal. 


Taxable income. The income on which 
taxes are assessed. 


Temporary capital account. An 
account used for only one accounting 
period; an account whose balance is 
closed into a permanent account at the 
end of the fiscal period. 


Term. The amount of time between the 
issue date and the maturity date of a 
promissory note. 


Term bonds. A bond issue in which all 
the bonds have the same term or maturity 
date. 


Tickler file. A file that contains a folder 
for each day of the month; invoices are 
placed in the folders according to their 
due dates. 


Time card. A record of the time an 
employee arrives at work, the time the 
employee leaves, and the total number of 
hours worked each day. 
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Total capital. See Total equities. 


Total equities. Liabilities plus stock- 
holders’ equity. 


Trade discount. A discount or price 
reduction granted by a wholesale 
business to reduce the list price of the 
goods being sold. 


Trade-in allowance. The amount given 
for an old asset when traded in on a new 
asset. 


Trademark. A registered symbol or 
name identifying a certain product or 
service. 


Transfer price. The price at which the 
goods of one segment of a business are 
transferred to another segment. 


Transposition error. The accidental 
reversal of two numbers. 


Treasury stock. Stock that has been 
issued by a corporation and then reac- 
quired and held. 


Trial balance. A report prepared to 
prove the equality of debits and credits in 
the general ledger. 


Trustee. One who ensures that a 
corporation fulfills all of its responsibili- 
ties to bondholders. 


U 


Uncollectible account. An account 
receivable that cannot be collected. 


Underapplied factory overhead. The 
situation that occurs when more factory 
overhead costs were incurred than were 
applied. 


Underwriter. An investment firm that 
handles the sale of a bond issue to the 
general public. 
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Unearned revenue. Revenue that has 
been received and recorded but not yet 
earned. 


Unemployment taxes. Taxes collected 
to provide funds for workers who are 
temporarily out of work; usually paid 
only by the employer. 


Unit contribution margin. The differ- 
ence between the unit selling price and 
the unit variable costs. 


Units-of-production method. A method 
of calculating depreciation in which the 
estimated depreciation per unit of use is 
determined and then multiplied by the 
actual units of use for the period; also 
called units-of-output method. 


Unpaid voucher file. A file of all 
unpaid vouchers filed according to their 
due dates. 


Unsecured bonds. Bonds that are issued 
on the corporation’s credit standing and 
not backed up by the assets of the 
corporation. 


Useful life. The length of time a plant 
asset is used. 


V 


Variable costing. See Direct costing. 


Variable cost-plus. A pricing method in 
which the markup is added to the variable 
costs to determine the selling price. 


Variable costs. Costs that vary in total 
directly with the volume of manufactur- 
ing activity; that is, as the business 
activity increases, the total variable costs 
increase. 


Vertical analysis. The comparison of 
financial statements in which every dollar 
amount reported on a financial statement 


is also stated as a percentage of a base 
amount on the same statement. 


Voiding a check. Canceling a check by 
writing the word Void on the front of a 
check in ink. 


Voucher. A document that serves as 
written authorization for each cash 
payment. 


Voucher check. A special check with an 
attached stub or a special area on the face 
of the check that is used to list the details 
of the cash payment. 


Voucher register. A book of original 
entry in which all vouchers are recorded 
in numerical order. 


Voucher system. A system for control- 
ling purchases and cash payments in 
which a voucher is prepared for each 
expenditure and approved by appropriate 
personnel. 


W 


Wage. An amount of money paid to an 
employee at a specified rate per hour 
worked. 


Weighted average cost method. An 
inventory costing method in which all 
purchases of an item are added to the 
beginning inventory of that item; the total 
cost is then divided by the total units to 
obtain the average cost per unit. 


Wholesaler. A business that sells to 
retail businesses. 


Withdrawal. The removal of cash or 
another asset from the business by the 
owner for personal use. 


Work in process. Products that are not 
yet finished being manufactured. 
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Work sheet. A working paper used to Z 
collect information from the general 
ledger for use in completing end-of-fiscal | Zero-base budgeting. A method of 


period work. developing budget projections that is not 


: ; ,; based on the previous year’s amounts; 
Working capital. The amount by which | amounts are developed as though being 


current assets exceed current liabilities. done for the first time. 
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This section of the Dictionary contains 
computer-related terms that will be useful 
in your study of accounting. 


A 


Address. In spreadsheet software, the 
coordinates of a column letter and row 
number that specify the location of a cell. 


Application software. A computer 
program that will perform a specific task, 
such as accounting or word processing. 


Audit trail. A printed traceable path or 
record of transactions processed through a 
computer system. 


Automatic closing entry. A procedure in 
accounting software by which closing 
entries are performed by a menu selection 
using information stored in the computer 
rather than by entering each closing entry 
individually. 


B 


Backup copy. A copy of an original 
diskette. 


Batch. A group of documents to be 
processed as a group at one time. 


Batch processing. Collecting and 
processing data in groups. 


Booting. The process of starting a 
computer by loading the operating system 
into memory. 


Byte. A unit of storage; each byte 
represents one character. 


G 


Cell. One square of a worksheet or 
spreadsheet grid at the intersection of a 
row and a column. 


Columns. The vertical lines on a spread- 
sheet. 


Command. An instruction given to the 
computer to perform a specific task. 


Copy-protect. To prevent a disk from 
being copied by a standard disk-copying 
routine, 


Cursor. A highlighted square, rectangle, 
or dash on a computer screen that 
indicates where the next character entered 
will appear. 


D 


Data. Information in numerical or text 
form. 


Data entry. The process of entering data 
(numbers, alphabetic characters, symbols) 
into the computer’s memory. 


Directory. A list of all the names and file 
sizes in bytes of the files on a disk. 


Disk. A plastic or metal “platter” coated 
with magnetic material that is used to 
store data. 


Disk drive. A device that reads and 
writes the magnetically stored characters 
on a diskette. 


Disk Operating System (DOS). A set of 
programs that control and coordinate the 
basic operations of the computer, periph- 
eral equipment, and application software. 


Diskette. A disk of mylar coated with a 
magnetic medium used to store programs 
and data as magnetized spots; the mylar 
disk is enclosed in a flexible or rigid 
plastic jacket. 


Ee 


Field. A particular area of a record in 
which specific information is stored; a set 
of related characters. 
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File. A collection of related records, such 
as a payroll file, inventory file, and so on. 


File maintenance. The process of 
updating the information in a file. 


Floppy disk. See Diskette. 


Formatting. Preparing a diskette to be 
used in a computer by establishing 
addressable areas, detecting any unusable 
sectors, and creating a directory area. 


Formula. A set of instructions that tells 
the computer how to perform certain 
calculations involving specified cells on a 
work sheet. 


Function keys. Keys on the keyboard 
that are used to carry out specific tasks. 


H 


Hard copy. The printed output from a 
computer. 


Hard disk. A rigid, sealed, nonremov- 
able disk used to store large quantities of 
data. 


Hardware. The equipment used in 
computer systems; input and output 
devices, the central processor, and 
auxiliary storage devices. 


Help feature. Additional information or 
instructions built into software that users 
can access should questions arise in the 
operation of the software. 


Highlight bar. A method of displaying a 
command, menu option, or block of text 
differently from the rest of the material 
on the screen. 

i 


Input form. A form used to organize 
and record the information to be entered 
into the computer. 


Integrated program. A set of related, 
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specialized programs combined in a 
package that provides a means of trans- 
ferring data among the programs; an 
integrated accounting package may 
combine programs for general ledger, 
accounts receivable, accounts payable, 
payroll, and inventory. 


L 


Label. A noncalculating item on a 
spreadsheet, such as an alphabetic 


character. 


Macro. A recorded series of keystrokes 
that can be saved in a file and repeated 
automatically by pressing just one or two 
keys. 


Menu. A list of options from which a 
user can select; a list of tasks the com- 
puter can perform. 


Menu bar. A horizontal list at the top of 
the computer screen showing the options 
that can be selected. 


Monitor. A computer display screen; an 
output device. 


Mouse. A small input device used to 
control the movement of the cursor and 
select options displayed on the screen. 


N 


Network. A system in which many 
computers and other devices are linked 
by cable or other means and can commu- 
nicate with one another and share data. 


0 


Operating system. A master set of 
programs that control and coordinate the 
operation of the computer (see Disk 
Operating System). 
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P 


Password. A user identification code 
that allows only authorized persons to use 
a computer or have access to a protected 
file. 


Program. A set of instructions for the 
computer to follow to accomplish a 
specific task. 


Program disk. A disk on which a 
specific program is stored; may be used 
with a template disk. 


Prompt. A message displayed on the 
computer monitor that provides helpful 
information or instructions regarding 
action to be taken or an entry to be made. 


Pulldown menu. A second-level menu 
that appears below an item that has been 
selected from the menu bar; the pulldown 
menu disappears when the selection has 
been made. 

R 


Random Access Memory (RAM). The 
main working memory of the computer 
used to store programs and data during 
processing. 


Range. A rectangular block of cells on a 
worksheet. 


Record. A collection of related data; a 
group of records taken together is called a 
file. 


RGB. A type of color monitor that uses 
three signals (red, green, and blue) to 
activate the required screen phosphor 
dots. 


Rows. The horizontal lines on a work- 


sheet. 
S 


Save. To store a program file electroni- 
cally on a disk. 


Screen. A computer monitor; an output 
device. 


Scrolling. Moving the lines on a 
computer monitor up, down, left, or right 
to display additional information. 


Software. The set of instructions that 
tells the computer what to do; another 
name for computer programs. 


Spreadsheet. A grid with columns and 
rows used to record alphabetic and 
numeric characters and formulas. 


Spreadsheet software. A type of 
application software that enables the user 
to create, revise, calculate, manipulate, 
print, and save numeric information. 


System. A collection of devices and 
procedures that work together to perform 
certain functions. 


T 


Template disk. A disk on which specific 
problem data are stored; a template disk 
will not operate independently—it must 
be used with a program disk. 


V 


Value. A number to be calculated in a 
spreadsheet program. 


VGA (Video Graphics Array). A very 
high resolution monitor. 


W 


Window. A portion of the computer 
screen that can display specific images or 
information independently of the rest of 
the screen display. 


Worksheet. Another term for spread- 
sheet. 
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